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SUMMARY
This Statement of Position (SOP) provides guidance to
practitioners in conducting and reporting on an independent examination performed pursuant to the AICPA Statement on Standards for Attestation Engagements to assist
an entity in meeting the requirements of the Insurance
Marketplace Standards Association (IMSA) program (the
IMSA program). IMSA requires that such engagements use
the criteria it sets forth; consequently, users of this SOP
should be familiar with the IMSA program and its Assessment Handbook and requirements.
The SOP amends chapter 9, "Auditor's Reports," of the
AICPA Audit and Accounting Guide Audits of Property and
Liability Insurance Companies and chapter 11, "Auditors'
Reports," of the AICPA Industry Audit Guide Audits of Stock
Life Insurance Companies. It is effective for independent assessments with IMSA report dates after January 31, 1998.
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Reporting on Management's
Assessment Pursuant to the Life
Insurance Ethical Market Conduct
Program of the Insurance
Marketplace Standards Association
Introduction and Background
1.

Within the past several years, the life insurance industry
has experienced allegations of improper market conduct
practices such as questionable sales practices and potentially misleading policyholder illustrations. These allegations have triggered regulatory scrutiny, class action
litigation, significant monetary settlements, and negative
publicity related to market conduct issues. As a result, the
industry is taking steps to promote a higher standard of
ethical behavior that it hopes will reverse the negative perceptions held by many customers. In that regard, the
American Council of Life Insurers (ACLI), the largest life
insurance trade organization, has established the Insurance Marketplace Standards Association (IMSA) as a nonaffiliated membership organization with its own board of
directors composed of chief executives of life insurance
companies. IMSA seeks to encourage and assist participating life insurance entities (hereinafter referred to as entities) in the design and implementation of sales and
marketing policies and procedures that are intended to
benefit and protect the consumer. Entities that desire to
join IMSA will be required to adopt the IMSA Principles of
Ethical Market Conduct (the Principles) and the Code of
Ethical Market Conduct (the Code) and Accompanying
Comments and respond affirmatively to an assessment
questionnaire (the Questionnaire). Each prospective member also will be required to conduct a self-assessment to determine that it has policies and procedures in place that

will enable it to respond affirmatively to the Questionnaire.
An entity's self-assessment responses to the Questionnaire
will need to be validated by an independent examination of
the self-assessment. On obtaining an unqualified third-party
assessment report, entities will be eligible for IMSA membership. Membership in IMSA is valid for a three-year period.
Members are permitted to use IMSA's logo subject to rules
set forth by IMSA for advertising and other promotional activities. The assessment process is intended to encourage entities and help them continually review and modify their
policies and procedures in order to improve their market
conduct practices and those of the industry and to strengthen
consumer confidence in the life insurance business.
2.

Certified public accountants in the practice of public accounting (herein referred to as practitioners as defined by
Statement on Standards for Attestation Engagements
[SSAE] No. 1, Attestation Standards [AICPA, Professional
Standards, vol.1, AT sec. 100, "Attestation Engagements"]),
may be engaged to examine and/or provide various consulting services related to the entity's self-assessment. This
Statement of Position (SOP) provides guidance to practitioners in conducting and reporting on an independent
examination performed pursuant to the American Institute of Certified Public Accountants (AICPA) SSAEs to
assist an entity in meeting the requirements of the IMSA
Life Insurance Ethical Market program (the IMSA program). As described herein, IMSA requires that such engagements use the criteria it sets forth; consequently,
users of this SOP should be familiar with the IMSA program and its Assessment Handbook and requirements.

Scope
3.

This SOP applies to engagements to report on an entity's
assertion that the affirmative responses to the Questionnaire relating to the IMSA Principles and Code and Accompanying Comments are based on policies and procedures
in place at the IMSA report date. Reporting on assertions
made in connection with the IMSA program are examination engagements that should be performed under SSAE
No. 1 (AT sec. 100).
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O v e r v i e w of the I M S A Life Insurance
Ethical M a r k e t Conduct Program
Principles of Ethical Market Conduct
4.

The Principles consist of six statements that set certain
standards with respect to the sale and service of individually sold life and annuity products. The Principles that the
entity is required to adopt are as follows:
Principle 1
To conduct business according to high standards of honesty
and fairness and to render that service to its customers
which, in the same circumstances, it would apply to or demand for itself.
Principle 2
To provide competent and customer-focused sales and service.
Principle 3
To engage in active and fair competition.
Principle 4
To provide advertising and sales materials that are clear
as to purpose and honest and fair as to content.
Principle 5
To provide for fair and expeditious handling of customer
complaints and disputes.
Principle 6
To maintain a system of supervision and review that is
reasonably designed to achieve compliance with these
Principles of Ethical Market Conduct.

5.

IMSA developed the Code of Ethical Market Conduct to expand the Principles of Ethical Market Conduct to the operating level and to identify the attributes of the sales,
marketing, and compliance systems that IMSA believes
should support each of the Principles.

6.

To further expand on the Principles and Code, IMSA developed Accompanying Comments, which further define the
intention of the Principles and Code and, in some instances, provide examples of implementation.

9

IMSA Assessment Questionnaire
7.

As noted above, IMSA developed the Questionnaire to provide prospective members with uniform criteria to demonstrate for self-assessment purposes that they have policies
and procedures in place that meet the objective of the
questions in the Questionnaire.

Insurance Marketplace Standards Association
Membership and Certification Process
8.

Participation in the IMSA program requires an entity to
adopt the Principles and Code and to undertake a two-step
assessment process. First, an entity conducts a self-assessment, using the Questionnaire and Assessment Handbook,
with the objective of concluding that it can respond affirmatively to every question in the Questionnaire in conformity with the criteria set forth in IMSA's Principles, Code,
and Accompanying Comments. Second, an independent
assessor from a list of IMSA-approved assessors examines
the self-assessment materials to determine whether the entity has a reasonable basis for its affirmative responses to
the Questionnaire.

9.

Once the assessment process is complete, the entity submits
its IMSA Membership Application (the application) and SelfAssessment Report. The Self-Assessment Report states that
the entity has adopted the Principles and Code, has conducted a self-assessment of its policies and procedures, and has
determined that the answer to each of the questions in the
Questionnaire is "yes" in conformity with the Assessment
Handbook. The entity also submits an unqualified examination report from an IMSA-approved independent assessor.

IMSA Independent Assessor Application
Process and Required Training
10.

IMSA will accept independent assessor reports only from
those assessors that have been preapproved by IMSA. To
become an independent assessor, a candidate is required to
submit an IMSA Independent Assessor Application that requires that the candidate meet specific educational and
10professional requirements established by the IMSA board

of directors. IMSA also requires that all independent assessors attend IMSA training as outlined by the board of IMSA.
Independent assessors may be of various occupations or professional disciplines, including certified public accountants.

IMSA Assessment Handbook
11.

IMSA developed an Assessment Handbook (the Handbook or
the IMSA Handbook) to assist companies in the implementation of the IMSA program and provide guidance to independent assessors. Entity personnel and independent assessors
should use the Handbook to gain an understanding of the assessment process and as a source of information for performing an assessment. The Handbook is intended for companies
of all sizes regardless of the means by which they distribute
individually sold life and annuity products. IMSA acknowledges that this is a new program that will evolve over time.
Therefore, the Handbook may be revised as companies and
independent assessors provide IMSA with suggestions for
improvement. Practitioners should ensure that they are utilizing the most current version of the Handbook in planning and
performing their work.

Conclusions
Planning the Engagement
12.

To satisfy IMSA program requirements, practitioners need
to perform an examination engagement pursuant to SSAE
No. 1 (AT sec. 100), which states that planning an attest
engagement involves developing an overall strategy for the
expected conduct and scope of the engagement. To develop
such a strategy, practitioners should have adequate technical training and proficiency in the attest function and have
adequate knowledge in life insurance market conduct and
the IMSA program to enable them to sufficiently understand the events, transactions, and practices that, in their
judgment, have a significant effect on the presentation of
the assertions.

13.

The examination should be made in accordance with standards established by the AICPA, including obtaining an understanding of the policies and procedures in place upon

which the affirmative responses to the Questionnaire are
based. To be acceptable to IMSA, the engagement also should
be performed in accordance with the criteria set forth in the
IMSA Handbook. This SOP is intended to provide neither
all the required criteria set forth in the IMSA Handbook
nor all the applicable standards established by the AICPA.
14.

In accordance with SSAE No. 1 (AT sec. 100.33-.35) and
the Handbook, a practitioner performing the examination
should supervise the engagement team, which involves directing the efforts of the engagement team in accomplishing the objectives of the engagement and determining
whether the engagement objectives were met. If the practitioner is not an IMSA-approved independent assessor, such
an assessor should be a member of the engagement team
with responsibility for, among other things, assisting the
practitioner in performing these functions.

15.

The engagement team should be informed of its responsibilities, including the objectives of the procedures that
they are to perform and matters that may affect the nature,
extent, and timing of such procedures. The work performed by each member of the engagement team should be
reviewed to determine if it was adequately performed.

16.

IMSA, through its Handbook, has adopted a methodology
to foster a uniform determination by entities and their independent assessor on whether policies and procedures
are in place. The Handbook requires the following three aspects be present: approach, deployment, and monitoring.
(See appendix B, paragraph B-2, for further discussion.)

Establishing an Understanding With the Client
17.
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The practitioner should consider the risks associated with
accepting an engagement to examine and report on an entity's assertion about its responses to the IMSA Questionnaire. The practitioner should establish an understanding
with the client regarding the services to be performed. The
understanding should include the objectives of the engagement, management's responsibilities, the practitioner's responsibilities, limitations of the engagement, provision for
changes in the scope of the engagement, and the expected
form of the report. The practitioner should document the

understanding in the working papers, preferably through a
written communication with the client, such as an engagement letter. Appendix C contains a sample engagement letter
that may be used for this type of engagement.

Assessments of Attestation Risk
18.

The practitioner should evaluate the attestation risk that
policies and procedures may not be in place to support affirmative responses to the Questionnaire and should consider
this risk in designing the attest procedures to be performed.
In examining whether policies and procedures are in place,
the practitioner determines whether the policies and procedures have been adopted and are in operation and
whether such policies and procedures satisfy the six components required by IMSA for the entity to respond affirmatively to each question, as discussed in appendix B.
Whether an entity has policies and procedures in place does
not encompass whether those policies and procedures operated effectively as of a particular date, or over any period of
time, to ensure compliance with the Principles, Code, and Accompanying Comments or about whether the entity or its employees have complied with applicable laws and regulations.

19.

Examples of risk considerations that may affect the nature,
timing, and extent of testing procedures are listed in appendix
A. Not all the examples are relevant in all circumstances,
and some may be of greater or lesser significance in entities
of different size, distribution channels, product lines, or
sales volume. In determining the examination procedures to
be performed, practitioners should assess the impact that
those risk considerations, individually and in combination,
may have on attestation risk.

20.

Before performing attestation procedures, the practitioner
should be adequately trained and should obtain an understanding of the entity's overall operations and market conduct practices, as well as its policies and procedures that
have been identified in the self-assessment as supporting
its affirmative responses to the Questionnaire. In addition,
the practitioner should obtain an understanding of the operation and history of the entity's distribution systems and products sold and of sales volume by product and distribution

system. The practitioner should also obtain an understanding of the entity's past market conduct issues and related
corrective measures.

Evidential Matter
21.

In an examination engagement performed under the attestation standards, the practitioner's objective is to accumulate
sufficient evidence to limit attestation risk to a level that is,
in the practitioner's professional judgment, appropriately
low for the high level of assurance that may be imparted by
his or her report. In such an engagement, the practitioner
should select from all available procedures any combination
that can limit attestation risk to such an appropriately low
level. Accordingly, in an examination engagement it is necessary
for a practitioner's procedures to go beyond reading relevant
policies and procedures and making inquiries of appropriate
members of management to determine whether the policies and
procedures supporting affirmative responses to the Questionnaire were in place. Examination procedures should also include verification procedures, such as inspecting documents
and records, confirming assertions with employees or
agents, and observing activities. See appendix B for examples
of illustrative procedures.

22.

As outlined in the Handbook, the entity should provide the
practitioner with adequate information for the practitioner
to obtain reasonable assurance that there is a basis for an
affirmative response to each of the questions in the Questionnaire. The AICPA's concept of reasonable assurance in
the context of an attestation engagement is set forth in
SSAE No. 2, Reporting on an Entity's Internal Control
Over Financial Reporting (AICPA, Professional Standards, vol. 1, AT sec. 400.13) and SSAE No. 3, Compliance
Attestation (AICPA, Professional Standards, vol. 1, AT sec.
500.30). These concepts are consistent with IMSA's concept of reasonable assurance as defined in the Handbook.1

1. Reasonable (assurance) is defined in the Handbook as follows: "In the context of the IMSA
program documents, the term reasonable is used to modify assurance, as an acknowledgment that it is virtually impossible to provide absolute and certain assurance that an event
will happen (e.g., that a policy will address every possible circumstance, or that procedures
will be applied without exception). Reasonable, as a qualifier, suggests that there exists a
standard in both design and performance, and that such a standard, while conforming to the
judgment or discernment of a knowledgeable person, is neither excessive nor extreme."
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23.

In an examination of management's assertion about an entity's
affirmative responses to the Questionnaire, the practitioner's
evaluation of sufficiency and competency of evidential matter
should include consideration of (a) the nature of management's assertion and the related indicators used to support
such assertions, (6) the nature and frequency of deviations
from expected results of applying examination procedures,
and (c) qualitative considerations, including the needs and
expectations of the report's users.

Reporting Considerations
24.

SSAE No. 1 (AT sec. 100) defines an attest engagement as one
in which a practitioner is engaged to issue a written communication that expresses a conclusion about the reliability
of a written assertion that is the responsibility of another
party. The accompanying affirmative responses to the
questions in the Questionnaire are written assertions of the
entity. When a practitioner is engaged by an entity to express
a written conclusion about management's assertions about
its policies and procedures, such an engagement involves a
written conclusion about the reliability of an assertion that
is the responsibility of the entity. The entity is responsible
for the design, implementation, and monitoring of the policies and procedures upon which the responses to the Questionnaire are based.

25.

Self-assessment is based in part on criteria set forth in the
IMSA Handbook, which is prepared by an industry organization for the specific use of its members. Such criteria are
not suitable for general distribution reporting. Accordingly,
the independent accountant's report should contain a
statement that it is intended solely for the information and
use of the entity's board of directors and management as
well as IMSA.

26.

IMSA has adopted a uniform assessment report that all independent assessors (regardless of professional discipline)
are required to use when reporting on the results of an independent assessment. IMSA has indicated that deviations
from its standard report format, except as discussed
below, will not be accepted. The following is an illustration

of an independent accountant's report on a company's
assertion relating to its affirmative responses to the IMSA
Questionnaire. The third paragraph in the following report deviates from the IMSA format, where the practitioner
specifies that the examination was made in accordance
with standards established by the AICPA, and refers to
those standards before referring to the criteria set forth in
the IMSA Handbook. The other deviation is that the report
is titled "Independent Accountant's Report" rather than
"Independent Assessor Report." Representatives of IMSA
have indicated that they will accept only these deviations
for reports issued by practitioners.
Independent Accountant's Report
To [name of insurer] Board of Directors and the Insurance
Marketplace Standards Association:
We have examined management's assertion that the affirmative
responses of [name of insurer] to the Questionnaire relating to
the Principles of Ethical Market Conduct and the Code of Ethical Market Conduct and Accompanying Comments for individually sold life and annuity products, adopted by the Insurance
Marketplace Standards Association ("IMSA"), are based on policies and procedures in place as of [the IMSA report date]. The
Company is responsible for the design, implementation, and
monitoring of the policies and procedures in place upon which
the responses to the Questionnaire are based.
Our examination was made in accordance with standards
established by the American Institute of Certified Public
Accountants and in accordance with the criteria set forth
in the IMSA Assessment Handbook, and included obtaining
an understanding of the policies and procedures in place upon
which the affirmative responses to the Questionnaire are
based and such other procedures as we considered necessary
in the circumstances. We believe that our examination provides
a reasonable basis for our opinion. Our examination was not
designed to evaluate whether the policies and procedures, upon
which the Company's responses to the Questionnaire are
based, have or will operate effectively, nor have we evaluated
whether or not the Company has or will comply with applicable
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laws or regulations. Accordingly, we do not express an opinion
or any other form of assurance thereon.
In our opinion, management's assertion that the affirmative
responses to the Questionnaire are based on policies and
procedures in place as of [the IMSA report date] is fairly
stated, in all material respects, based upon the criteria set
forth in the Principles of Ethical Market Conduct, the Code
of Ethical Market Conduct and Accompanying Comments,
and the Assessment Handbook.
This report is intended solely for the information and use
of the board of directors and management of the Company
and the Insurance Marketplace Standards Association and
should not be used for any other purpose.
[IMSA Report Date; see paragraph 28]
[Company

(Insurer)]

[Name of Independent Assessor; see paragraph 27]
[Signature of Independent Accountant or Firm]
[Date of Signature; see paragraph 29]
Note: In any instance where an alternative indicator is used
to support an affirmative answer to any question in the Questionnaire, such alternative indicator must be fully set forth
in an attachment to this Assessor Report (see paragraph 30).

Elements of the Report
27.

Signatures and Identification of the Independent Assessor.
IMSA prefers that the independent assessor sign his or her
name on the report. However, many AICPA member firms
require that a manual or printed signature of the firm name
be presented on the face of the report and prohibit a member
of the firm from signing the report as an individual. Although
IMSA will accept this practice, it requires the identification
on the face of the independent accountant's report of the

IMSA-approved independent assessor who actively participated in and supervised relevant portions of the engagement on behalf of the firm. In addition, in circumstances
where the IMSA-approved independent assessor does not
sign the report as an individual, IMSA requires an affirmation
from the independent assessor to be attached to the independent accountant's report. A sample affirmation follows:
Affirmation of Independent Assessor
I [print name], affirm that I have reviewed the attached
Independent Accountant's Report on management's assertions regarding the IMSA program for [insurer] as of
[IMSA report date] and that I was the Independent Assessor responsible for supervising relevant portions of the
assessment identified herein.
[Signature]
[Date of Signature]
28.

IMSA Report Date. The IMSA report date referred to in the
independent accountant's report is the date of the selfassessment and the date to which the entity and the independent assessor have agreed as the point in time which
the policies and procedures supporting the affirmative
r e p o n s e to the Questionnaire are in place. Due care
should be taken to ensure that representations made by
management on the basis of a self-assessment are current as
of the IMSA report date. If a significant amount of time has
elapsed between the date of the performance of the practitioner's procedures on certain questions and the IMSA
report date, due care should be taken to ensure that policies
and procedures were in place as of the IMSA report date.

29.

Date of Signature. The date of signature is the date fieldwork is completed. Changes in the policies and procedures,
personnel changes, or other considerations that might significantly affect responses to the Questionnaire may occur
subsequent to the IMSA report date but before the date of
signature or the date when the report is issued. The practitioner should obtain management's representations relating to such matters and perform such other procedures
regarding subsequent events considered necessary in the
circumstances. The practitioner has no responsibility to
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perform examination procedures or update his or her report
for events subsequent to the date when the report is issued; however, the practitioner may later become aware
of conditions that existed at that date that might have
affected the practitioner's opinion had he or she been
aware of them. The practitioner's consideration of
such subsequent information is similar to an auditor's
consideration of information discovered subsequent to
the date of a report on an audit of financial statements described in SAS No. 1 (AICPA, Professional Standards, vol.
1, AU sec. 561, "Subsequent Discovery of Facts Existing at
the Date of the Auditor's Report").
30.

Alternative Indicators. A list of indicators in the Handbook
corresponds to each of the questions in the Questionnaire
and lists possible policies and procedures identified by
IMSA that an entity can have in place to be able to respond
affirmatively to a question. A company must support each
"yes" response to a question by the selection of indicators
sufficient to meet the six required components and to meet
the objective of each question. IMSA has established limitations on the use of indicators other than those contained
in the Handbook. Alternative indicators that are used as
support for an affirmative response to a question in the
Questionnaire may require preapproval by IMSA in certain
situations, as noted in the Handbook. It will be necessary
for the practitioner to evaluate whether an alternative indicator used by the entity supports an affirmative response to the question. The alternative indicators should
be disclosed by the practitioner to IMSA in the basic independent accountant's report as an attached appendix, and an explanatory paragraph should be added to
the standard independent accountant's report in paragraph 26. The following is an example of a paragraph
that should be included in the examination report when
alternative indicators are used by management. The
paragraph should precede the opinion paragraph.
Management's assertion supporting an affirmative response
to certain questions is supported by the use of alternative
indicators, as that term is defined in the IMSA Handbook.
The attached appendix to this report lists the questions and
alternative indicators used by management.

31.

Negative Responses. IMSA will not grant membership applications to an entity whose application contains a "no" response to any question. In circumstances where no report
will be issued to IMSA, management may request the practitioner to report findings to management or the board of
directors. In this situation, the practitioner and management should agree on the means and format of such communication and document this understanding in writing.

32.

Working Papers. The practitioner should prepare and
maintain working papers in connection with an engagement under the attestation standards; such working papers
should be appropriate to the circumstances and the practitioner's needs on the engagement to which they apply.
Although it is not possible to specify the form or content of
the working papers that a practitioner should prepare in
connection with an assessment because circumstances
vary in individual engagements, the practitioner's working
papers ordinarily should indicate that—
a. The work was adequately planned and supervised.
b. Evidential matter (SSAE No. 1, AT sec. 100.36-.39)
was obtained to provide a reasonable basis for the
conclusion that the policies and procedures underlying the affirmative responses contained in the Questionnaire are in place.
In its required training, IMSA has advised IMSA-approved
independent assessors to appreciate the sensitivity of insurers to litigation risks and the production of documents
that litigation typically requires. IMSA has reminded assessors and insurers alike that the self-assessment process is
designed to demonstrate compliance currently with IMSA
assessment criteria and that reports will not be accepted by
IMSA unless all questions are answered in the affirmative.
Accordingly, IMSA has stated its belief that IMSA-approved
assessors will have no need, at least for IMSA's purposes, to
maintain documentation of noncompliance with the IMSA
assessment criteria currently or in the past.

33.

Concern over access to the practitioner's working papers
might cause some clients to inquire about working paper
requirements. In situations where the practitioner is
20

requested to not maintain copies of certain client documentation, or to not prepare and maintain documentation similar to client documents, the practitioner may
refer to the auditing Interpretation "Evidential Matter:
Auditing Interpretation of Section 326" (AICPA, Professional Standards, vol. 1, AU sec. 9326.06-.17) for guidance.
See the attest Interpretation "Attestation Standards: Attestation Engagements Interpretations of Section 100"
(AICPA, Professional Standards, vol. 1, AT sec. 9100.58)
for guidance related to providing access to or photocopies
of working papers to a regulator in connection with work
performed on an attestation engagement.
34.

Management's Representations. The practitioner should
obtain written representation from managementa. Acknowledging management's responsibility for the
design, implementation, and monitoring of the policies and procedures in place upon which the responses to the Questionnaire are based and that the
affirmative responses to the Questionnaire are based
on such policies and procedures in place as of a specific
point in time.
b. Stating that management has adopted the Principles
and Code, and has performed and made available to
the practitioners all documentation related to a selfassessment of the policies and procedures in place as
of the IMSA report date upon which the affirmative
responses to the Questionnaire are based.
c. Stating that management has disclosed to the practitioner all matters regarding the design, implementation, and monitoring of policies and procedures that
could adversely affect the entity's ability to answer
affirmatively the questions in the Questionnaire.
d. Describing any related material fraud or other fraud or
illegal acts that, whether or not material, involve management or other employees who have a significant
role in the entity's design, implementation, and monitoring of the policies and procedures in place upon
which the responses to the Questionnaire were made.
21

e. Stating whether there were, subsequent to the date
of management's self-assessment (that is, the IMSA
report date), any known changes or deficiencies in
the design, implementation, and monitoring of the
policies and procedures in place, including any personnel changes or other considerations of reference
to the IMSA Questionnaire subject matter.
f. Stating that management has disclosed any communication from regulatory agencies, internal auditors,
and other parties concerning matters regarding the design, implementation, and monitoring of the policies
and procedures in place, including communication
received between the IMSA report date (the date of
management's assertion) and the date of the practitioner's report (the date of signature).
g. Stating that management has disclosed to the practitioners, orally or in writing, information about past
market conduct issues (for example, policyholder
complaints or litigation) of relevance to the IMSA
Questionnaire subject matter and the related corrective measures taken to support affirmative responses
in those areas.
35.

Management's refusal to furnish all appropriate written representations constitutes a limitation on the scope of the examination sufficient to preclude an unqualified report
suitable for submission to IMSA. Further, the practitioner
should consider the effects of management's refusal on his
or her ability to rely on other management representations.

Effective Date
36.

This SOP is effective for independent assessments with
IMSA report dates after January 31, 1998. Early application is permissible.
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APPENDIX A
Assessment of Attestation Risk
A.1

The following are examples of considerations that may influence the nature, timing, and extent of a practitioner's
testing procedures relating to an entity's assertion of its affirmative responses to the Questionnaire. The considerations may also affect a practitioner's decision to accept
such an engagement. The examples are not intended to be
a complete list.

M a n a g e m e n t Characteristics and Influence
O v e r the Control Environment
•

Management's attitude regarding internal control
over sales and marketing practices, which may affect
its ability to foster a more comprehensive and effective compliance program

•

Management's financial support of the internal resources allocated to the development and maintenance of compliance with the IMSA program through
adequate funding, resources, time, etc.

•

Management's history of ensuring that sales personnel are qualified, trained, licensed, and supervised

•

Management's history and systems for tracking complaint and replacement trends

•

Management's ability to generate timely, complete,
and accurate information on issues of regulatory
concern regarding sales and marketing practices

•

The entity's relationship with its current independent
assessor, regulatory authorities, or both. (The practitioner should gain an understanding of the circumstances surrounding the disengagement of predecessor
23

independent assessors, any issues identified in prior
self-assessments or independent assessments, and
consider making inquires of predecessor assessors.)
•

Consistent application of policies and procedures
across product lines and distribution channels (If the
entity did not address each distribution channel, product line, or both because it deemed certain ones to be
immaterial in terms of premiums earned or in force, or
because of low volume of production, the practitioner
will need to use his or her professional judgment to assess whether the omitted product lines or distribution
channels should have been considered in the entity's
self-assessment and assess the impact on his or her
ability to opine on management's assertions by exercising that judgment. The definition of the term appropriate to its size in the Handbook may also apply.)

•

Whether the entity's approach to its self-assessment
includes validation of the information it collected to
support that policies and procedures are in place

Industry Conditions
•

Changes in regulations or laws, such as those governing various products, sales methods and materials,
agent compensation, and customer disclosure

•

Publicity about sales and marketing practices and increased litigation to seek remedy

•

Rapid changes in the industry, such as the introduction of new and complex product offerings or information technology

•

The degree of competition or market saturation

Distribution, Sales Volume, a n d Products
•

The diversity of distribution systems

•

The relative volume of business for different products
and distribution systems

•

The length of time that products, distribution systems, or both have been available, used, or both

•

Limitations of an entity's ability to assert control
over producers

•

Compliance training provided by management to its
producers and employees involved in the sales process

•

The complexity of product offerings

•

The targeted markets for various products.

•

Whether the entity is applying for IMSA membership
as a fleet of entities or as an individual entity (If the
entity is applying for fleet membership, the independent assessor should plan the engagement to address
whether the policies and procedures are in place
at each company within the fleet, including newly
acquired subsidiaries or affiliates in the fleet.)

Other Considerations
•

Issues identified in prior self-assessments, independent assessments, and other services provided

•

Findings from recent market conduct examinations
conducted by regulatory authorities or internal auditors

•

Policyholder concerns expressed through complaints
or litigation

•

Ratings received from rating agencies

APPENDIX B
Illustrative Procedures
B.1

Examples of illustrative procedures are provided in this
Appendix. The procedures are organized by the three
aspects of each question. Many of these procedures can
be used for more than one question. The illustrative procedures are intended to be used as a guide and are not to
be considered all-inclusive. Because the objective and
the types of policies and procedures for each question
will differ according to the methods for establishing,
maintaining, communicating, deploying, and monitoring
as they differ by entity and for each question, no single methodology for testing can be suggested. Practitioners should use
judgment to determine the procedures necessary to be performed to render an opinion. It will be more difficult to obtain
objective evidence about some indicators than others.
Accordingly, the practitioner should adjust the procedures
selected for testing. A challenging aspect of the IMSA program
is its application to various distribution channels, including
independent producers, and how entities will satisfy questions
relating to these various channels. This is because an entity's
ability to enforce or encourage producers to use its policies
and procedures varies by channel. The practitioner needs to
clearly understand how an entity manages each significant
distribution channel.

B.2

IMSA has identified three aspects of each question: approach,
deployment, and monitoring. The aspects are defined in
the glossary of the Handbook as follows:
Approach—A systematic method or means used by the
entity to address the requirements of the Principles and
Code, as queried by the specific question.
Deployment—Refers to the extent to which the entity's
approach is actually being applied to the provisions of
the Principles and Code.
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Monitoring—To check routinely and systematically with
a view to collecting certain specified categories of information, to investigate and resolve questions concerning
anomalous or unexpected information, and to identify
the need for or to make recommendations designed to
reduce the probability of future anomalies. The Principles,
Code, Accompanying Comments, and Questionnaire require that monitoring be performed to provide reasonable
assurance that policies accurately reflect management's
(or other applicable governing bodies') point of view, that
procedures are designed to support those policies, and
that procedures are appropriately executed.

Approach
B.3

The two components underlying the first aspect, approach,
as defined by the Handbook are as follow:
a. Does the insurer have in place policies and procedures that address the objective of the question?
b. Is someone (an individual or a team) responsible for
establishing, maintaining, communicating, deploying,
and monitoring these policies and procedures?

B.4

The following are examples of procedures the practitioner
and engagement team may employ to test the affirmative
responses for the approach aspect:

Examine Documentation
•

Obtain and read written policies and procedures to
obtain an understanding of—
a. The policies and procedures that are supposed to be
in place and to which distribution systems, products,
and markets those policies and procedures apply.
b. How the policies and procedures respond to the
objective of the question.
c. Who (a person or department) is responsible for
establishing, maintaining, communicating, deploying, and monitoring those policies and procedures.

•

Examine job descriptions, titles, organization charts,
and other communications for those identified as

being responsible for the policies and procedures to
support the assignment of those responsibilities.

Inquiry
•

Through inquiry, obtain an understanding o f a. How the policies and procedures are being used in
practice.
b. Who is responsible for the policies and procedures
being addressed.
c. The responsibilities of management and employees
who oversee the policies and procedures.
d. Evidence that supports that the policies and procedures exist.
e. Evidence that policies and procedures have been
in place for a sufficient period.
f. The distribution systems, products, and markets
to which the policies and procedures apply.
g. How the policies and procedures respond to the
selected indicator.

Deployment
B.5

The two components underlying the second aspect,
deployment, as defined by the Handbook are as follow:
a. Are the policies and procedures communicated?
b. Does the insurer consistently use these policies and
procedures?

B.6

The following are examples of procedures the practitioner
and engagement team may employ to test the affirmative
responses for the deployment aspect:

Examine/Inspect Documentation
Obtain and read internal documents—including memos,
email, handbooks, policy manuals, and contracts—to
verify that communications have been made.
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•

Obtain and read written confirmation or other evidence that the intended audience of the policies and
procedures has received and read the communication.

•

Obtain independent confirmation that policies and
procedures are being used.

Observation
•

Observe that reference materials (internal or external) that may be required for personnel to adequately perform the policies and procedures are
reasonably accessible.

•

For a sample of items, perform a walkthrough of the
policies and procedures deemed to be in place in the
approach aspect to support that those policies and
procedures are being consistently applied for distribution channels and product lines that use those
policies and procedures. Determine that the policies
and procedures have also been consistently applied
for a sufficient time by including transactions for
various dates in the sample of transactions for the
walkthrough.

Inquiry
•

Interview personnel who perform the activities
described in the policies and procedures documents
to support that policies and procedures have been
communicated to them.

Monitoring
B.7

The two components underlying the third aspect, monitoring,
as defined by the Handbook are as follow:
a. Does the insurer routinely monitor the operation of
these policies and procedures with a view toward
achieving the intended result?
b. Does the insurer act upon the information received?

B.8

The following are examples of procedures the practitioner
and engagement team may employ to test the affirmative
responses for the monitoring aspect:

Examine Documentation
•

Obtain and examine documents prepared by entity
personnel that provide the responsible party with appropriate monitoring tools (for example, management reports, trend analyses, and tracking logs).

•

Examine monitoring tools to identify deviations from
the expected results, provide analysis of these deviations, and demonstrate investigation has occurred.

•

Examine documentation of the corrective actions
taken in response to information received by the
responsible parties.

•

Examine monitoring documents subsequent to corrective action taking place to ascertain whether the incidence of an identified problem or complaint has
decreased in frequency because of the corrective action.

Inquiry
•

Interview the personnel responsible for preparing
reports used as monitoring tools to determine that
the appropriate information is being gathered in a
reasonable manner.

•

Interview the personnel responsible for acting on the
information provided and identify the procedures in
place to perform corrective actions.

Observation
•
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Examine monitoring reports to ascertain whether
they are prepared and distributed on a regular basis
to the responsible personnel.

Perform a walkthrough for a selection of transactions
in which the action described by the identified responsible party should have occurred and ascertain
whether the procedure was put in place.
Observe changes in policies and procedures or communications to entity personnel that have occurred
because of the recurrence of an identified problem or
complaint.
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APPENDIX C
Sample Engagement Letter
The following is an illustration of a sample engagement letter that may be used for this type of engagement.
[CPA Firm Letterhead]
[Client's Name and Address]
Dear

:

This will confirm our understanding of the arrangements
for our examination of management's assertion that the affirmative responses of [name of client entity] to the Insurance
Marketplace Standards Association ("IMSA") questionnaire
(the "Questionnaire") relating to the Principles of Ethical
Market Conduct and the Code of Ethical Market Conduct
and Accompanying Comments for individually sold life and
annuity products, are based on policies and procedures in
place as of [the IMSA report date].
We will examine management's assertion that the afirmative responses to the Questionnaire are based on policies
and procedures in place as of the IMSA report date for the
purpose of expressing an opinion as to whether management's assertion is fairly stated, in all material respects,
based upon the criteria set forth in the Principles of Ethical
Market Conduct, Code of Ethical Market Conduct and Accompanying Comments, and Assessment Handbook. The
Company is responsible for the design, implementation,
and monitoring of the policies and procedures in place
upon which the responses are based. Our responsibility is
to express an opinion on management's assertion based on
our examination.
We will conduct our examination in accordance with standards established by the American Institute of Certified
Public Accountants and in accordance with the criteria set
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forth in the IMSA Assessment Handbook. Our examination
will include obtaining an understanding of the policies and
procedures in place upon which the affirmative responses
to the Questionnaire are based and such other procedures
as we consider necessary in the circumstances. Our examination will not be designed to evaluate whether the policies and procedures, upon which [the entity's] responses to
the Questionnaire are based, operate effectively, nor will
we evaluate whether [the entity ] has complied with applicable laws or regulations. Accordingly, we will not express
an opinion or any other form of assurance thereon.1
Working papers that are prepared in connection with this
engagement are the property of the independent accountant.
The working papers are prepared for the purpose of providing
the principal support for the independent accountant's report.
At the completion of our work we expect to issue an examination report in a form acceptable to IMSA (example attached). If, however, we are not able to conclude that
management's assertion that the affirmative responses to
the Questionnaire are based on policies and procedures in
place as of the IMSA report date, we will so advise you. At
that time we will discuss with you the form of communication, if any, that you desire for our findings. We will ask
you to confirm your request in writing at that time. If no
report is requested, we understand that our engagement
will be terminated, our working papers will be destroyed
(at your request), our professional fees will be payable in
full, and our professional responsibilities to you will be
complete. We will have no responsibility to report in writing at a later date. If you request written or oral communication of our findings, we will do so and our working papers
will be retained in accordance with our firm's working
paper retention policy. Our professional fees will be subject
to adjustment. If you request that we delay issuance of our
report until corrective action is taken that will result in affirmative answers to all questions, we will do so only at your
written request. Our working papers will be retained in
1. The independent accountant may wish to include an understanding with the client
about any limitation or other arrangements regarding liability of the practitioner or the
client in the engagement letter.
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accordance with our firm's working paper retention policy.
Again, our fees will be subject to adjustment. If we conclude
that we are unable to issue an unqualified report, we reserve the right to bring the matter to the attention of an appropriate level of management or the board of directors.
The distribution of the independent accountant's report
will be restricted to the board of directors and management
of [the entity] and IMSA. [The entity] agrees that it will not
use the CPA firm's name in advertising materials referring
to [the entity's] membership in IMSA.
Our fees will be billed as work progresses and are based on
the amount of time required at various levels of responsibility plus actual out-of-pocket expenses. Invoices are
payable upon presentation. We will notify you immediately
of any circumstances we encounter that could significantly
affect our initial estimate of total fees.
If this letter correctly expresses your understanding of this
engagement, please sign the enclosed copy where indicated
and return it to us.
We appreciate the opportunity to serve you.
Sincerely,
[Partner's Signature]
[Firm Name or Firm Representative]
Accepted and agreed to:
[Client Representative's Signature]
[Title]
[Date]
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